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How to Use This Guide 



Purpose 



The primary purpose of the Direct Loafi School Guide is to provide guidance to schools that participate in 
the Direct Loan Program. It provides detailed information about how the Direct Loan Program 
operates and on Direct Loan policies and procedures. 

Some parts of the guide offer recommended ways to help schools meet responsibilities they take on 
when they sign a Direct Loan amendment to their Title IV Program Participation Agreement with the 
U.S. Department of Education (ED). Other parts of the guide describe federal laws and requirements in 
regulations. 

Because the Direct Loan Program relies on extensive electronic reporting between schools and ED, this 
edition of the Direct Doan School Guide emphasizes the need for an effective and efficient electronic- 
management system, including: 

4“ maintaining accurate, well-organized records, 

4“ using automated systems successfully, 

4“ submitting required reports in an accurate and timely manner, 

4“ complying with federal laws and regulations, and 
4“ providing quality service to student and parent borrowers. 
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What This Guide Contains 




Direct Loans 
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Guide 
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The appendices are designed to supplement the information presented in the 
main chapters of the Direct \joan School Guide. 

• Appendix A pulls together important Direct Loan Program contacts and 
information sources. 

• Appendix B provides a comprehensive glossary of terms and acronyms 
related to the Direct Loan Program. 

• Appendix C contains the entire text of the Direct Loan Program regulations 
(34 CFR 685), which govern what borrowers, schools, and ED must do to 
participate in the program. 

• Appendix D consists of Quality Assurance Planning Guide., an optional tool 
schools can choose to use as they set up the Direct Loan Program’s required 
quality assurance system. 

• Appendix E details ED’s electronic capability requirements for schools that 
participate in federal Title IV student aid programs, including the Direct Loan 
Program. 

• The Index helps you locate information quickly in the Direct \joan School Guide. 



Part One: The Program (Chapters 1 - 3) 
describes components of the Direct Loan 
Program and the responsibilities of borrowers 
(both students and parents), schools, and ED. 

1. Overview of the Direct Loan Program 
delineates the types of Direct Loans and 
the general responsibilities of the various 
participants in the Direct Loan Program. 

Basic Components of Direct Loans 
details the features of each type of Direct 
Loan, such as borrowing limits, interest 
rates, deferment options, and repayment 
options. 

Direct Loan Program Participant 
Responsibilities explains who does what 
when in the Direct Loan Program. It also 
addresses the effect of loan defaults. 



2 . 



3. 




Part Two: The Process (Chapters 4-12) describes how schools perform 
specific functions in the Direct Loan Program. 

4. Participating in the Direct Loan Program details how schools apply to 
take part in the Direct Loan Program, the three loan origination options, 
and management considerations for Direct Loan schools. 

5. Establishing Borrower Eligibility for Direct Loans defines when 
students and parents are eligible for Direct Loans and how a school 
determines that eligibility criteria are met. 

6. Direct Loan Origination, Disclosure Statements, and Master 
Promissory Notes outline procedures for originating Direct Loans and 
handling promissory notes. 

7. Drawing Down and Disbursing Direct Loan Funds discusses how' 
Standard Origination schools. Origination Option 1 schools, and 
Origination Option 2 schools interact with ED to determine need for 
Direct Loan funds, request drawdown of funds, and disburse funds to 
students. 

8. Change Records and Loan Adjustments covers the range of^ 
adjustments schools can make to Direct Loans. 

9. Reconciling Direct Loans details the procedures involved in monthly 
reconciliation and year-end closeout of Direct Loan funds. 

Cash Management Issues for Direct Loan Schools examines the 
procedures schools follow to properly maintain Direct Loan funds and 
handle any excess cash. 

Student Status Confirmation Report (SSCR) gives information about 
scheduling and processing reports on student borrowers’ enrollment status. 

Servicing Direct Loans explains the role of the Direct Loan Servicing 
Center (DLSC) in collecting Direct Loans from borrowers. 
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How to Use This Guide 




Using the Direct Loan School Guide 



The clear, two-column format allows schools to use the Direct Loan School Guide to perform several 
functions. For example, it can serve as a: 

4^ training guide for new employees (especially in conjunction with ED’s Direct Loan Overview 
Workshop and its Participant’s Guide), 

4^ reference guide for any employee, and 

4 * basis for the school’s Direct Loan Program policies and procedures manual. 



The wide inside column contains text, charts, and example boxes. The narrower outside margin refers 
readers to supplemental sources (regulations, Web sites, and other ED publications) about topics in the 
text. These margin notes use the following easily identifiable icons: 




Take a Look 



Refers readers to other sections in the 
Direct Loan School Guide. 




Laws & Regulations 

Provides citations. 



For Your Information 



Offers sidebar information. 



Where to Call 

Presents important telephone numbers. 



Web Site 

Lists pertinent Internet addresses. 



Reference 

Lists related ED publications. 



/ From the Archives 



Gives historical background. 



Two notes: 

4^ Regardless of how a school uses the guide, it is only a guide and does not replace federal laws 
and regulations. School personnel remain responsible for familiarizing themselves with all 
relevant primary source documents. 

4^ This edition of the Direct Loan School Guide.h written on the basis of laws, regulations, poHcies, 
and procedures in effect for the 1999-2000 award year. Schools should be aware, however, that 
these are subject to change. It is a school’s responsibility to be aware of any such changes and 
remain in compliance with current rules. 
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Chapter 1 



Overview of the 
Direct Loan Program 



The William D. Ford Federal Direct Loan Program (Direct Loan Program) 
was authorized under Tide IV of the Higher Education Act of 1965, as 
amended (HEA) when the Student Loan Reform Act of 1993 was enacted. 
It began operation in the 1994-95 award year. A major source of federal 
student financial assistance, the Direct Loan Program provides loans to 
eligible borrowers to cover postsecondary education costs. Direct lending 
uses funds provided by the federal government, requires only a single 
application, and makes loans available direcdy through participating 
institutions. 



Laws & Regulations 

• HEA, Title IV, Part D 

• 34CFR685 



How the Direct Loan Program Benefits 
Schools 

Simplified Paperwork — Borrowers use only one application — students 
use the Free Application for Federal Student Aid (FAFSA) and parents use 
the Direct PLUS Loan application/promissory note — to begin the 
Direct Loan process. Borrowers consolidating loans use the Direct 
Consolidation Loan application. Loan information, except for the 
promissory note, is transmitted and acknowledged electronically. 

Streamlined Administration — Disbursements and adjustments are 
processed more efficiendy, particularly since there is no need to obtain 
lender or guaranty agency approvals. 

Electronic Transfer of Funds from a Single Source — Waiting for 

funds from multiple lenders is no longer necessary. The improved cash 
flow reduces the need for short-term, emergency student loans and allows 
for funds to be disbursed more efficiendy. 

Control Over the Loan Process — Borrower questions are answered 
quickly and accurately. Schools are given reliable information about 
receiving funds and on current loan record and promissory note status. 
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Assured Access to Capital — One single, unlimited source of capital 
ensures that eligible students are fully funded for the entire school year. 
Because the federal government provides program funds, there is no risk 
of loss of funds due to market conditions. 

Autonomy and Flexibility — Schools may begin to participate in the 
Direct Loan Program at any time during the year. Schools are also free to 
participate in both the Direct Loan Program and Federal Family Education 
Loan (FFEL) Program, with the understanding that no student may receive 
both types of loans during the same loan period. 



How the Direct Loan Program Benefits 
Students 

Loans Obtained Quickly and Easily — Only one application — students 
use the Free Application for Federal Student Aid (FAFSA) and parents use 
the Direct PLUS Loan application/promissor}^ note — is needed to apply 
for a Direct Loan. Borrowers consolidating loans use the Direct 
Consolidation Loan application. Electronic data and funds transfers 
reduce processing time and allow for more efficient disbursal of funds. 
Students do not need to endorse bank checks. 

One Loan Holder, One Contract — ^The U.S. Department of Education 
(ED) is the only loan holder the borrower will have during the life of the 
loan. This gives the borrower one contact source for questions involving 
repayment, deferment, forbearance, consolidation, and other loan issues. 
Also, since only one monthly payment is made, paperwork and 
opportunities for confusion and error are reduced. 

Flexible Repayment Options — Borrowers can choose from a variety of 
repayment plans, including an Income Contingent Repayment (ICR) Plan. 
This flexibility allows borrowers to pursue postsecondary education 
opportunities with minimal risk of burdensome monthly payments or the 
possibility of defaulting on loans. 
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Types of Direct Loans 



The following types of loans are available through the Direct Loan 
Program: 

^ Federal Direct Stafford/Ford Loans (Direct Subsidized 

Loans) are made to students (undergraduate, graduate, and 
professional) who demonstrate financial need. Borrowers are not 
charged interest while they are enrolled in school at least half time 
and during grace periods and deferment periods. 

4* Federal Direct Unsubsidized Stofford/Ford Loans 

(Direct Unsubsidized Loans) are made to students 
(undergraduate, graduate, and professional). They do not require 
students to demonstrate financial need. Borrowers are responsible 
for the interest that accrues during any period over the life of a 
Direct Unsubsidized Loan. 

4^ Federal Direct PLUS Loans (Direct PLUS Loans) allow parents 
to borrow on behalf of their dependent undergraduate children 
who are enrolled at least half time at a postsecondary school. 
Interest on a Direct PLUS Loan begins to accrue when the first 
installment is disbursed. 

4^ Federal Direct Consolidation Loans (Direct Consolidation 

Loans) allow borrowers (students or parents) to combine one or 
more federal education loans into one new Direct Loan requiring 
only one monthly payment. There are three types of Direct 
Consolidation Loans: 

^ Direct Subsidized Consolidation Loans, 

^ Direct Unsubsidized Consolidation Loans, and 

^ Direct PLUS Consolidation Loans. 

Even if a borrower consolidates his or her federal education loans into 
more than one category, the borrower still: 

4 * has only one Direct Consolidation Loan and 

4* makes only one monthly payment. 
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Basic Responsibilities of Direct Loon 
Program Participants 



The main participants in the Direct Loan Program are the borrowers 
(students or parents), the schools, and ED. Each participant has a specific 
role. 



For Your Information 



At this writing, master 
promissory notes are not 
available for parent 
borrowers. ED anticipates 
master promissory notes will 
be developed for Direct PLUS 
Loan borrowers in the 

2000- 01 academic year 

to be used beginning with the 

2001- 02 academic year. 



^ Studont borrowors must complete the Free Application for 

Federal Student Aid (FAFSA), participate in loan counseling, sign a 
completed master promissory note, and repay the loan. 

^ Parent borrowers must complete and sign the required 

application/promissory note, meet established credit standards, 
borrow on behalf of an eligible student, and repay the loan. 

^ Schools must meet and maintain specific eligibility criteria, meet 
and maintain specific criteria to originate loans, and sign a Direct 
Loan amendment to their Program Participation Agreement with 
ED. 



> ED is responsible for funding, servicing, and collecting loans; 
creating and maintaining database systems; providing support 
services to schools; and maintaining oversight of the program. 
ED provides support services primarily through regional Client 
Account Managers (CAMs), who work directly with schools to 
resolve Direct Loan issues. 



Resources 

• Compilation of 
Student Financial Aid 
Regulations 

• http://ed.gov.DirectLoan 

• SFA Handbook 



Basic student and institutional eligibility requirements under the 
Direct Loan Program are consistent with other Title IV programs. 

Specific information about Title IV eligibility can be found in: 

^ the Compilation of Student financial Aid Regulations^ which contains 
the Direct Loan Program regulations as well as General Provisions 
requirements, 

^ Direct Loan brochures, guides, and publications available on ED’s 
Direct Loan Web site, and 



^ the Student Financial Aid Handbook. 
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Chapter O 



# Basic Components of 
Direct Loans 



This chapter describes the four types of Direct Loans: Direct Subsidized 
Loans and Direct Unsubsidized Loans, which are for students; Direct 
PLUS Loans, which are for parents; and Direct Consolidation Loans, 
which are for students or parents. 

For each Direct Loan type, this chapter describes the basic components, 
including: 







loan limits and interest rates; 

loan fees, late charges, collection charges, and prepayment; 
grace periods, deferments, and forbearance; 
loan repayment; and 
loan discharge. 



Loans for Students: Direct Subsidized 
Loons and Direct Unsubsidized Loans 

In general. Direct Subsidized Loans and Direct Unsubsidized Loans are for 
postsecondary school students who are enrolled at least half time in eligible 
programs of study. The terms and conditions governing Direct Subsidized 
Loans and Direct Unsubsidized Loans are substantially the same, but there 
are important differences as weU. This section reviews the basic 
components of these loans, noting the similarities and differences. 
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Take a Look 



See Chapter 5 for details 
about Direct Loan Program 
eligibility requirements for 
students. 
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Loan Omif^ 


Laws & Regulations 

• HEA, Title IV, 

Parts B and D 

• 34 CFR 685.203 


The Higher Education Act of 1965, as amended (HEA), and the Direct 
Loan Program regulations specify how much students may borrow in 
Direct Subsidized Loans and Direct Unsubsidized Loans. This includes the 
annual and aggregate maximum loan amounts, that is, the highest amount 
any student may borrow in an academic year and in total. 




Annual Loan Umits 




The following chart shows the maximum annual loan limits for Direct 
Subsidized Loans and Direct Unsubsidized Loans. 



Direct Subsidized Loans and Direct Unsubsidized Loans 
Combined Annual Loan Limits 

1st yi^r 

♦ dependent student — $2,625' 

♦ independent student — $6,625^ 

" uiiKler^^ 37 ^ ' 

♦ dependent student — $3,500' 

♦ independent student — $7,500^ 

♦ dependent student — $5,500'"^*^ 

♦ independent student — $10,500^^^ 



♦ all students* — $18,500^"^^ 



1. For dependent students, the annual loan limit is also the maximum subsidized loan limit. 

2. The maximum subsidized amount is $2,625. 

3. The maximum subsidized amount is $3,500. 

4. The maximum subsidized amount is $5,500. 

5. The maximum subsidized amount is $8,500. 

6. Health profession students who could have borrowed from the defunct Health 
Education Assistance Loan (HEAL) Program may borrow additional unsubsidized loans 
up to the maximum HEAL amount for the student’s health professions discipline. 

* For Title IV federal student aid programs, all graduate and professional students are 
considered independent students. 
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About Combined Annual Limits 



The annual loan limits dictate the maximum combined total of Direct 
Subsidized Loans and Direct Unsubsidized Loans a student may borrow. 
See the chart on the previous page for actual annual loan-limit amounts. 

These limits include a student’s outstanding subsidized and unsubsidized 
loan totals under hotb the Direct Loan Program and the Federal Family 
Education Loan (FFEL) Program, even if the student previously 
consolidated any or all of these loans. Once the loans are repaid in full or 
in part, a student may reapply for Direct Subsidized Loans or Direct 
Unsubsidized Loans. 




• See page 2-37 for details 
about Direct Consolida- 
tion Loans. 

• See page 2-31 for details 
about Direct PLUS Loans. 



4" Direct PLUS Loans under either program are not included in the 
assessment of a student’s outstanding subsidized and unsubsidized 
loan totals; they are the parent’s — not the student’s — loans. 



Example 



James is in a one-year program at The Baking School. He’s a dependent student, 
so he may not borrow more than $2,625 in a combination of Direct Subsidized 
Loan and Direct Unsubsidized Loan. 

James is eligible for a $1,000 Direct Subsidized Loan. As a result, he can’t 
borrow more than a $1,625 Direct Unsubsidized Loan. 

$2,625 Combined Annual Direct Loan Maximum 
$1,000 Direct Subsidized Loan 

— $1,625 Direct Unsubsidized Loan 



Effect of Dependency Status and Year in School 

The annual loan maximum takes into consideration a student’s dependency 
status and year in school. Of course, there are other eligibility requirements 
as well. Chapter 5 of this guide explains dependency status as well as other 
Direct Loan eligibility requirements. 
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Loans must be prorated when a student is enrolled: 

4^ in a program containing fewer weeks, clock hours, or credit hours 
than the statutory academic year or 

4 in a program that is longer than an academic year, but the final 
period of study is shorter than an academic year. 

Here are two examples of how to prorate Direct Loans for students. 



Example #1 



Sharon, a dependent student, goes to Fine College of Art, which is a quarter-term school. Fine 
College of Art has a 30-week academic year, which consists of three quarter terms. 

Sharon is in a four-year baccalaureate program. But it’s taken more than four years for Sharon to 
finish the program because she took two leaves of absence. She’s now in the final stretch of her 
academic program. All she needs to do is complete one quarter term as a full-time student, then 
she’ll get her degree. 

Asa fourth-year, dependent, undergraduate student, Sharon is not allowed to borrow 
more than $5,500 in a combination of Direct Subsidized Loan and Direct Unsubsidized 
Loan for the academic year. 

But Sharon is enrolled for one-third of the academic year (one quarter term out of three). 

This means she may not borrow more for the term than $1,834 in a combination of 
Direct Subsidized Loan and Direct Unsubsidized Loan funds. 



$5,500 Combined Annual 
Direct Loan Maximum 

3 (one-third of the 
academic year) 



$1,834 (Sharon’s Combined 
Direct Loan Maximum for the 
Quarter Term) 
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Example #2 



Hector is an independent student enroDed in a Web-site design and administration program at 
The Computer School (TCS). This is a 650-clock-hour, 28-week program, although TCS^s 
academic year is 900 clock hours and 30 weeks long. 

Hector is considered a first-year student. As a result, he is not allowed to borrow more than 
56,625 in a combination of Direct Subsidized Loan and Direct Unsubsidized Loan for the 
academic year. 

^ Because Hector is enrolled for less than a fuD academic year, 

^ TCS must prorate how much in Direct Loans he may borrow by comparing 



two fractions and taking the lesser of the two. 

650 clock hours 
in program 



28 weeks instructional 
time in program 



900 clock hours 
in academic year 



30 weeks instructional 
time in academic year 



650/900 = .72 



28/30 = .93 



^ The lesser fraction is for clock hours (.72). 

^ TCS multiplies $6,625 by .72 to calculate the rhaximum Hector can borrow in a 



combination of Direct Subsidized Loan and Direct Unsubsidized Loan. 



56,625 X .72 



54,770 (Hector’s combined 
Direct Loan maximum for the 
650-clock-hour program) 
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Additional Direct Unsubsidized Loan Amounts for Dependent 
Students 



A dependent student may borrow additional Direct Unsubsidized Loan 
funds — up to the loan limits for independent students — if his or her 
parents are likely to be precluded by exceptional circumstances from 
borrowing a Direct PLUS Loan arid if his or her family is otherwise unable 
to provide the student’s expected family contribution. Any time a 
dependent student borrows additional Direct Unsubsidized Loan funds, 
the school must document the reason in the student’s file. ‘‘Exceptional 
circumstances” include but are not limited to: 

a Direct Loan school chooses not to offer Direct PLUS Loans, 

the parent is turned down for a Direct PLUS Loan because of 
adverse credit, 

<0* If a school has good reason to believe a parent’s Direct PLUS 
Loan application will be denied because of adverse credit, it can 
award the student additional Direct Unsubsidized Loan funds 
without the parent first applying — and being rejected — for a 
Direct PLUS Loan. However, a parent borrower having 
previously been denied a loan is not an acceptable reason for 
awarding a student additional Direct Unsubsidized Loan funds. 
The school must base its decision to bypass the application 
process on the parent borrower’s current eligibility for a Direct 
PLUS Loan under requirements in 34 CFR a685. 200(b). 

the parent receives only public assistance or disability benefits (this 
must be documented in the student’s file), 

the parent is incarcerated (this must be documented in the student’s 
file), or 

the parent’s whereabouts are unknown (this must be documented 
in the student’s file). 

Beginning July 1, 2000, a school’s decision to award additional 
unsubsidized funds to a dependent undergraduate student may rtot be based 
on a parent’s inability to borrow in a program in which the school does not 
participate. For example, a Direct Loan school that does not participate in 
either Direct PLUS Loans or FFEL Program PLUS Loans will not be able 
to award additional unsubsidized funds to dependent students under any 
circumstances. 




Take a Look 



See Chapter 5 for details 
about when schools can have 
parents bypass the Direct 
PLUS Loan application 
process. 
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However, as an example, a Direct Loan/FFEL school that 
participates in FFEL Program PLUS Loans but not in Direct PLUS 
Loans, may award additional unsubsidized Direct Loan funds to a 
student on the basis of a parent’s inability to borrow a FFEL 
Program PLUS Loan, as long as the FFEL Program PLUS Loan 
was otherwise available to the parent. 




Higher Annual Loan Limits for Health Professions Students 

Under certain circumstances, health professions students who would have 
borrowed from the now defunct Health Education Assistance Loan 
(HEAL) Program may be eligible for higher Direct Unsubsidized Loan 
limits. 

Regardless of whether a school previously participated in the HEAL 
Program, for any loan period that begins on or after May 1, 1999, the 
increased limits for unsubsidized loans are available for students enrolled in 
the health professions disciplines that were funded under the HEAL 
Program (see GEN-98-18 for guidance on prior loan periods). 

Additionally, the health professions program at an institution must be 
accredited by an approved accrediting agency. The health professions 
disciplines whose students are eligible for the increased funding and the 
approved accrediting agency for each discipline are: 

^ allopathic medicine accredited by the Liaison Committee on 
Medical Education; 

^ osteopathic medicine accredited by the American Osteopathic 
Association, Bureau of Professional Education; 

4^ dentistry accredited by the American Dental Association, 
Commission on Dental Accreditation; 

4^ veterinary medicine accredited by the American Veterinary Medical 
Association, Council on Education; 

4^ optometry accredited by the American Optometric Association, 
Council on Optometric Education; 

4* podiatric medicine accredited by the American Podiatric Medical 
Association, Council on Podiatric Medical Education; 
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^ pharmacy accredited by the American Council on Pharmaceutical 
Education; 

4* public health accredited by the Council on Education for Public 
Health; 

4" chiropractic medicine accredited by the Council on Chiropractic 
Education, Commission on Accreditation; 

4" health administration graduate programs accredited by the 
Accrediting Commission on Education for Health Services 
Administration; and 

4" clinical psychology accredited by the America Psychological 
Association, Committee on Accreditation. 
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Aggregate Loan Limits 

The combined aggregate loan limits for Direct Subsidized Loans and 
Direct Unsubsidized Loans are in a chart below. 



Direct Subsidized Loans and 
Direct Unsubsidized Loans: Combined 
Aggregate Loan Limits 

"^Dej^ndeirt u 

♦ combined subsidized and unsubsidized — $23,000* 

♦ maximum subsidized — $23,000* 

♦ combined subsidized and unsubsidized — $46,000* 

♦ maximum subsidized — $23,000 

Grodi^^ 

♦ combined subsidized and unsubsidized — $138,000** 

♦ maximum subsidized — $65,500 

The only undergraduate program that has been eligible for the now 
defunct Health Education Assistance Loan (HEAL) Program loans is 
the five-year Bachelor of Pharmacology program. ED is establishing an 
aggregate unsubsidized loan limit of $70,625, less the aggregate amount 
of any subsidized loans made to the student, for those undergraduate 
pharmacy students who are eligible to receive increased amounts of 
unsubsidized loans because of the phase-out of the HEAL Program. 

For health professions students who would have been eligible to 
borrow from the HEAL Program, the combined aggregate subsidized 
and unsubsidized limit is $189,125. The maximum subsidized pordon 
remains $65,500. 





As with combined annual Direct Loan limits, the aggregate limits include a 
student’s outstanding subsidized and unsubsidized loan totals under hofh 
the Direct Loan and the FFEL Programs, even if the student has 
consolidated any or aU of these loans. Once the loans are repaid in full or 
in part, a student may reapply for Direct Subsidized Loans or Direct 
Unsubsidized Loans. 




• See page 2-37 for details 
about Direct Consolida- 
tion Loans. 

• See page 2-31 for details 
about Direct PLUS Loans. 
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4 “ Direct PLUS Loans under either program are not included in the 
assessment of a student’s outstanding subsidized and unsubsidized 
loan totals; they are the parent’s — not the student’s — loans. 




In determining whether a borrower has reached the aggregate loan limit, 
only the unpaid principal balance from the original loan amounts is 
counted. Any portion of a borrower’s outstanding principal balance that is 
the result of capitalized interest is excluded. 




Inter^lRdte^ 


Laws & Regulations 

• 34 CFR 685.202(a) 


Direct Subsidized Loans and Direct Unsubsidized Loans have the same 
interest rate. The interest rate is variable on an annual basis, but it is 
capped at 8.25 percent. This means that the interest rate on Direct Loans 
for students can change from year to year but will not go above 
8.25 percent. 




Charging Interest 




For Direct Subsidized Loans, ED does //oZ charge interest while borrowers 
are enrolled at least half time in school or during grace periods and 
deferment periods. ED charges interest during all other periods, that is, 
during repayment periods and forbearance periods. 




For Direct Unsubsidized Loans, ED does charge interest over the entire life 
of the loan. This includes in-school periods, grace periods, deferment 
periods, forbearance periods, and repayment periods. 




Calculating Interest Rates 


Laws & Regulations 

• HEA, Title IV, 

Section 455(b) 


The rate is determined on June 1 each year and applies to the subsequent 
12-month period from July 1 to June 30. The formula ED uses to calculate 
the interest rate is in the HEA. 




4 The formula starts with the bond equivalent rate of 91 -day 
Treasury biUs auctioned at the final auction before June 1. 




4 To this “average” Treasury-biU rate, ED then adds an additional 
percentage. 
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^ The resulting sum is the interest rate for Direct Subsidized Loans 
and Direct Unsubsidized Loans for the year. 



From time to time, Congress has enacted changes to the HEA that affect 
the amount of the additional percentage ED adds. As a result, not all 
Direct Loans for students have the same interest rate (although the interest 
rate cap has always been 8.25 percent since the Direct Loan Program 
began in 1994). 

^ The interest rates for Direct Loans for students disbursed on or 
after July 1, 1998 are: 

^ for in-school, grace, and deferment periods: 91 -day Treasury 
bill bond equivalent rate + 1.7 percent; and 

^ for all other periods (such as forbearance and repayment): 

91 -day Treasury bill bond equivalent rate + 2.3 percent. 

^ The interest rates for Direct Loans for students disbursed on or 
after July 1, 1995 but before July 1, 1998 are: 

^ for in-school, grace, or deferment periods: 91 -day Treasury bill 
bond equivalent rate + 2.5 percent; and 

^ for all other periods (such as forbearance and repayment): 

91 -day Treasury bill bond equivalent rate + 3.1 percent. 

^ The interest rate for student loans first disbursed before 
July 1,1995 is: 




a Look 



• See page 2-1 5 for details 
about grace periods. 

• See page 2-1 5 for details 
about deferment periods. 

• See page 2-27 for details 
about forbearance 
periods. 

• See page 2-1 9 for details 
about repayment. 




For Your Information 



July 1, 1999 -June 30, 2000 
interest rates for Direct Loans 
for students for: 

• Loans first disbursed on 
or after July 1, 1998 

• In-school, grace, & 
deferment — 6.32% 



^ for ^//periods: 91 -day Treasury bill bond equivalent rate + 

3.1 percent. 

^ There is no difference in interest rates on the basis of borrower 
status, for example, being in school versus being in repayment. 



• Other periods — 6.92% 

• Loans first disbursed on 
or after July 1 , 1995, but 
before July 1, 1998: 

• In-school, grace, & 
deferment — 7.12% 

• Other periods — 7.72% 



For academic year 1999-2000, the interest rates were recalculated based on 
the bond equivalent rate of the 91 -day Treasury bills auctioned at the final 
auction before June 1, 1999. These recalculated interest rates will be 
effective for loans disbursed to students from July 1, 1999 to 
June 30, 2000. 



• Loans first disbursed 
before July 1, 1995: 

• In-school, grace, & 
deferment — 7.72% 

• Other periods — 7.72% 
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Laws & Regulations 


Capitalizing Interest 

Capitalizing interest means adding unpaid, accrued (accumulated) interest 


• 34 CFR 685.202(b) 


to the principal balance of a loan (that is, the total amount borrowed). 


Take a Look 


During certain periods, borrowers can pay interest on an ongoing basis or 
allow interest to accrue and capitalize. 

4^ For example, a Direct Unsubsidized Loan borrower can either pay 
the interest while he or she is in school or allow the interest to 
accrue and be capitalized. 

Interest capitalizes when a borrower’s unpaid accrued interest is added to 
the borrower’s principal balance. 

Unpaid accrued interest capitalizes whenever a borrower changes status. 


• See page 2-27 for details 


*4 For Direct Subsidized Loans: 


about forbearance. 




• See page 2-19 for details 


Unpaid interest that accrued during a forbearance period will be 


about repayment. 


capitalized at the end of the forbearance period. 


• See page 2-15 for details 


about deferment. 


4 For Direct Unsubsidized Loans: 




^ Unpaid interest that accrues before a repayment period begins 
is capitalized when the loan enters repayment. 

^ Unpaid interest that accrues during a deferment period or 
forbearance period is capitalized at the end of the respective 
period. 

4 For Direct Subsidized Loans Direct Unsubsidized Loans: 

Unpaid interest that accrued while borrowers repay using the 
Income Contingent Repayment (ICR) Plan is capitalized on a 
yearly basis. 




ED has the authority to capitalize unpaid interest on Direct 
Loans that go into default. 


Laws & Regulations 


Lodif Fees 

ED charges a loan fee of 3 percent of the principal amount of the loan on 


• 34 CFR 685.202(c) 


all Direct Subsidized Loans and Direct Unsubsidized Loans for 1999-2000 


disbursed on or after August 15, 1999. 
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4^ Direct Subsidized Loans and Direct Unsubsidized Loans disbursed 
before August 15, 1999 carry a 4 percent loan fee. 

*4 All Direct PLUS Loans continue to have a 4 percent loan fee. 

The loan fee is deducted from the loan proceeds through prorated amounts 
taken from each disbursement of the loan. 


Take a Look 

• See page 2-32 for Direct 
PLUS Loan fees. 

• See Chapter 8 for details 
about adjusting Direct 
Loan amounts. 


If a Direct Loan is canceled (adjusted downward to $0) or a portion of the 
loan amount is adjusted downward by the school to comply with the HEA 
or applicable regulations, ED eliminates or reduces the loan fee that 
pertains to the downward-adjusted portion of the disbursement. 




Lcrfe Charges^ 




ED is allowed to require borrowers to pay a late charge of up to six cents 
for each dollar of a required monthly payment (or portion thereof) not paid 
within 30 days of its due date. Currendy, ED is not charging late fees. 


Laws & Regulations 

• 34 CFR 685.202(d) 


Colledibn CHo^es 




ED may assess collection charges before or after a loan goes into default. 
When a borrower who is not in default on a Direct Loan does not pay an 
installment when it is due, ED can require the borrower or endorser to 
pay for any collection costs in excess of routine collection costs. An 
example of nonroutine collections costs is the cost of processing checks 
returned for insufficient funds. 


Laws & Regulations 

• 34 CFR 685.202(e) 


If a borrower is in default on a Direct Loan, ED can hold the borrower or 
endorser responsible for other additional costs, such as the cost of litigating 
collection of the defaulted loan. 




Prepayment 




A prepayment occurs when a borrower: 


Laws & Regulations 


4 pays all or part of a loan before a payment is due or 


• 34 CFR 685.21 1(a) 


4 pays an amount in addition to the amount required for a monthly 
payment on the loan. 
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